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SUBJECT: Enterprise Zones/ Aerospace Conpetitiveness | nprovenent

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
X amended __April 24, 2000 .

X FURTHER AMENDMENTS NECESSARY.

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSISOF BILL ASAMENDED __April 24, 2000 STILL APPLIES.
OTHER - See comments below.

SUMWARY CF BI LL

Under the Governnent Code, this bill would require the Trade and Conmerce Agency
(TCA) to design, develop, and oversee the operation of a 36-nonth Aerospace

Trai ning Conpetitiveness |nprovenent Programwi thin one or nore designated
enterprise zones.

Under the Personal |ncone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would provide a credit to a taxpayer equal to the anmount paid
or incurred during the taxable or incone year for the overhead costs of training
enpl oyees under the terns of an Aerospace Trai ning Conpetitiveness |nprovenent
Program The program nust be provided for a taxpayer’s specific business unit

| ocated within a designated enterprise zone.

SUMVARY OF AMENDMVENT

The August 7, 2000, anendnents adopted the provisions discussed in the
departnment’s analysis of the bill as proposed to be anmended and resol ved the
techni cal concern addressed in the department's previous analysis of the bill as
amended April 24, 2000.

Except for the resolved technical concern, the departnment’s analysis of the bill
as proposed to be anended still applies. The remnaining inplenentation concerns
are included bel ow

| npl enent ati on Consi der ati ons

This bill does not define the terns “covered,” “enployer-sponsored plan of
health i nsurance,” or “qualified taxpayer.” The lack of clear definitions
could lead to disputes between taxpayers and the department regarding the
correct interpretation of these terns and, therefore, eligibility for the
credit and the amount of the resulting credit.
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This credit is limted to overhead costs of specific business units |ocated
in a designated econoni ¢ devel opnent area, but the bill does not specify a
criterion to determ ne when a specific business unit is considered to be

| ocated "in" an econom c devel opnent area (EDA) for purposes of the credit.

Pursuant to provisions of the Governnent Code added by this bill, a credit
woul d be provided for aerospace contractors or suppliers or both for costs

i ncurred while providing enployee training within the aerospace and defense
i ndustry. Since this bill would include suppliers of the aerospace

i ndustry, this credit could apply to businesses outside the aerospace

i ndustry. For exanple, an office supply conpany may provide witing

i mpl ements and paper to a business that provides training for the aerospace
i ndustry. Under this bill, the office supply conmpany could be considered to
be an aerospace industry supplier and could be eligible for the credit.

Al so, the CGovernnment Code provisions added by this bill would require an
entity claimng the credit under the B&CTL provisions to certify that the
resulting credit shall be applied dollar-for-dollar against the overhead
costs of the business unit |ocated within the designated enterprise zone.
The result of such “application” is not specified, and this provision does
not provide any sanction if a taxpayer fails to certify as required. |If
this provision is intended to deny a deduction for sonme portion of overhead
costs associated with the expenditures that are the basis for the credit,
thi s | anguage does not acconplish that purpose. |In addition, this

requi rement regarding the application of the credit is not applicable to
taxpayers claimng a credit under provisions of the PITL added by the bill.

This credit woul d be repeal ed on Decenber 1, 2005, to allow fiscal year
filers for taxable or incone years beginning before January 1, 2005, but
extending into the year 2005, to claimthe credit for all the cal endar
nont hs of the taxpayers’ 2004/2005 fiscal year. However, the Aerospace
Trai ni ng Program under the Governnment Code is repeal ed on January 1, 2005.
Thi s inconsistency in dates may cause confusi on over whether the credit is
allowed to fiscal year filers based on costs paid or incurred during 2005
followi ng repeal of the related Government Code provisions.

Al though this bill provides |anguage to recapture the credit fromtaxpayers
that are found not eligible to take the credit, it specifies that “any
credit amount all owed” would be recaptured. Recapture would be inposed
regardl ess of whether the full credit amount allowed had been clainmed by the
taxpayer. This would result in the taxpayer being required to recapture
unused carryover credit. The |anguage al so specifies that the credit would
be recaptured in the taxpayer’'s first taxable or incone year beginning after
the act’s operative date. Recapture is usually required in the year that a
di squalifying event occurs or is discovered, not a year before or unrel ated
to the disqualifying event.

It is unclear whether a taxpayer in a trade or business within a designated
zone nust provide an enpl oyer -sponsored plan of insurance for all enpl oyees
of the taxpayer regardl ess of the |ocation where the enployee is enpl oyed or
only for those enpl oyees enployed in the designated zone.
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BOARD PCSI TI ON

Support.

At its July 5, 2000, neeting, the Franchi se Tax Board voted 2-0 to support this
bill, with menber B. Tinothy Gage abst ai ni ng.



